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OFFICE OF HEPORTS AMD ESTIMALES, CIA
FAR BAST/PACIFIC BRANCH

INTELLIGENCE HIGHLIGHTS NO. 47
.6 April - 12 April 1948

SECTION I, SUMMARY OF FAR EAST TRENDS AND DEVELOFHMENTS

Establishment of a new ECAFE cmmnittss, which may be able to work
with less inbrusion of political issuse, was the major accomplishmen®: of
%he recent BOAFE confersmse im Bangkok (p. 2). '

Completion of a trade angroewent between Japan and the Republie of
Korea mppears to have been the signal for an end to previous berter
arpangoments between the Republic and the northern Korsan puppet stals (p- 2)a

Dissident elemsnts in northern Koree are reported for the first time
to te orgenizing in the urban areas (p. 3)o

Regardless of the success or fallurs of current peece discussions in
Peiping, Chinese Comnunlsts forces probably will cross the Yangize within
the next six weeks, Whether this advance is in the nome of e mewly-
establiched "conlition” govermment or a rosumption of the shooting wur,
the mejority of ¥atiomalisbs atill possesuing military forcos cen be
expected to fall back and continue regiomal recisbance (po 3)» Fomalbly
indleative of this trend is the recent report that Central China communder
PAI Chung-hsi is plsxning o pull back from his position at Hankow (p. 4}

Despite the Burmese Govermment's optimistic snnovnoenent, the
expected "surrender® of insurgent Keren furces did not materialize (p. 7)o

Duteh snd Republican officials in West Javae ars competing for sontrol
over units of the ormek Siliwmngl Divislen near Bandoeng {po Mo

The Naclomaliste Party, elrveady holdinmg the balance of power in the
Philippine Senste, is expested bo extend iis control to the Rouse (p. 8)o

The marginal notations veed in succevding sectioms of this Weekiy
("A%, "B" or "C") indiscate the importsnce of the items in B/¥E opinion ’
with "A" representing the most important.
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SECTION 11, DEVELOFMENTS IN SPECIFIED AREAS

GENERAL

ECAFE establishes Commitiee on Industry and Trede~e The Economio Commission ¥BY
Tor hnia @nd Che Por hest (LCANM) interun meeting which adjourned «t Bangkek
on 5 April, although marked by less politieal acrimony than preveiled in
previous sesaions, £till took actions only preparatory to real economio
achievement,. The Committee requested the Secretariat to meke several new
gtudies, smong them trade with Japan and the dollar shortage in the BCAFE
region, The most important astion, howover, was the establishment, by an

%1 %o 1 vobe with the USSR dissenting, of & Committee on Industry und Trade.
TPo now oommitbee will meet smmually in the spring and agein just before

thn full ECAFE sessions ezch fall, Initiative leading to thls action was
taken by the Indian delsgets, while the US delegation did effective work inm
reconelling differences betwsen the oripinel Indian draft and e UK scunter~
draft. The US delegation reports that cstablishment of this Commitiee has
the positive virture of providing a permanent body capable of exemining the
cconomic aspeots of ECAFE's work move or lesz frse from political lmsues,

Ambassador Stanton, the US delegate, reports thet he considers the
most posivive velue of the session to the US was the goodwill engondered
emong Indian and other Asietic delegations by US support of their etrong
dasiros to establish the Committes on Induetry and Trade end our assistance
in reconciling conflicting views, in shorp contrast to USSR obztructive
taoctics whioh were resented by Asiatio members.

Before the Bangkek sesgion began there hed been some indicatiom that
jmplemeutation of Point IV would be a primery topic for discussion. The
other delegations aoquiesced, however, to the US desire to hold off any
ECAFE resclubions on Peint IV until ECOSOC aots upon 1% following submission
of the Secretary Gomeral's study and report, at its July meeting. '
Jepan-Forese Trade Arreement-« An npreement which contemplates a total wg9
exchangeldfm§7% miliion worth of goods in the next twolve months bebween the
Republic of Korea and Japeu has been concluded by SCAP, BECA and Kowrean
representatives., dJapan, undsr this plen, will recolve some $29 miilion
worth of Kovean products, almost half tho total value being in rice. The
rest will be made up of other foodstuffs; raw materials such as tunguten
concentrate, grephite, fiuworite, anthrecite dust and other minerals, end
semi-finished steel and sorap. FRoree will receive in return some $49
million in sush Japansse industrial products as btextiles, mining, transport
and communlcetions squipment and. parts, machiunery and matal products,
cemenl, chemlicals, and drugs. ‘
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Sinoe the Korean Tepublic's economy is competitive with that of other
non-industrial Far Eastarn countries, ites natural trade orientation is
necessarily towards industrial Japan, desnite strong Korean fears of a
return to the pre-libsration conditions of Japanese economic domination.
Japan, in turn, hes & critical need of Korean rice imports. If, as scems
probable, Korea has no exportable rice surplus in the coming twelve months,
Jayan nevertheless will hawe use for the dollars received for exports to
Korea in order to purchase imports elsewhore. ‘

Simmlteneous with the armouncement of the SCAP-ECA trade agrearent
the Koremn Govermment has ordered suspencion of all berter trade with its
rimpek neighbor to the north, on the rrounds that northern Korean ticdors
& bed as expionage arents for thelr Soviet-supported resime. US Ocoupation
offisinls in southern Korea generally have favored barter trade with the
north in the past on the grounds that even the small quantities of coritical
materisls so received have benefited the Republic¥s economy sufficiently
to overshadow other considerations, It appears that the Korean Govormment
now believes such oritical items can be procured elsewhere with ECA--
supplied funds. '

Members of the UN Conmission on Korea {UNCOK), in contrast, have
advocnted increased barter with northern Xoree asm n step towards romcwval
of economic barriers now existing along the 38th Parallsl, thus implementing
the UN mission of promoting Koresn national solidarity. The Govermment?s
action in ending barter may, therefore, reinforce the opinion of some UNCOK
members that President Rhee is not sincers in his stated desire to assist
them in solving the problem of unificetion.

KOREA

Forth Korean underpround-. Iadependent underground organizations, having now
only limited arms and nelther central direction mor lateral lisison, are -
reported to exist in urban areas of northern Korea. In the larger cities,
group cormanders have been appointed, recormitlon signs learned and weapoms
cached. The actual percenbtepge of northern Koreans enrclled in thesa

shadowy orgenizetions is unknown, howevesr, Fast reports have indiecatsd that

the potential oppositlion to the puppat rogime in northern Kores inociudes’
military persomnel, farmers, laborers, sfudents, policemen and civiliians,

but this is the first report to indicste that any orgsnization of dissidents

is motuwally under way north cf 38,

CHIRA
Status of pesce negotiantions-= While Nationalist-Communist conversa’ions RaM
preliminary Go "formal’ peace negotintions conbtimue in Peiping, it appears

- unlikely that the Nanking Goverument wili apree to Conmunist demands for
virtual surrender despite current Communis® propspands threats, military
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novements, and the informal "ultimatun” sent to Acting President LI
Tsung~jen. Although LI has agsiduously scupht a pemce settlement, he
has repeatedly indicated his unwillingness to accept terms tantenount
to liquidation of remaining Nationalist power. In partial reply to
the Communist pressure, LI has sent MAQ Tse~tung a drematic appeal,
citing the popular demend for pemce in all China and offering to
surrender himself for punishment as a "“war criminal.”
While attempting to saddle the Communists with responaibility Ffor
the probable break-down of negotiamtions, LI's regime meanwhile will
offer various counter-proposals, seck concessions, and try to prolong
the discussions as long as possibvle. Thers has beon s definite trend
on the part of many Nationalist leaders toward resigned acceptance
of the idea of Co-munist domination; hence a dengerous drift toward
CCP/USSR orientat:on. Despite thie trend, if ths LI-HO regime con-
¢ludes an overall surrender agreement with the Chinese Communista, the
commi.tments probably will be repudiated by a majority of Netionalint
leaders, who will attenmpt continued resistence from the South and
claim that the "recognized" government still functions from Centon.
Meanwhile the Chinese Corrunists are likely to demand that the
Nanking Government: (1) avcept full reaponsibility for the civil war;
(2) repudiate CHIANG Kai-shek emd all treaties with the US; (8) transfer
to a Communist-controlled "coalition” all of its authority as a "National
Government,” together with title to all assets; and (4) formally transfer
all Nationalist ermies to tho "conlition" for subssquent "reorgenization,"
LI's jovernment can comply with all of the above demands simply
by signing an "agrecment.” Such an "agreement” could not keop the
Generalisaimo from reclaiming his position as "President of the Ke-
public,” destroy remaining enti-Cormmunist forces, or deliver Naticnalist
armies to the "coalition.” But it would greatly wesken the Generslissime's
claim; it would confirm as “ceriminals™ those rafusing to surrender
Government assets and it would make outlews of those armies refusing
to be "reorganized." Thus all of these forces would become in effect
the object of & Communist-led "bandit suppression” campaign.
If the Nenking government signs such an agreement, its leaders
will be removed from the "war criminal" list and accented into the
"coalition.” If theose leaders refuse to sign=-+and they will not ba
allowed much more time--the Chinese Comaunists will resume the offensive.
Whether in the name of the "coslition” or the Chinese Communis: FParty
alone, Conmmunist ermies probmbly will cross the Yangtze within the
next six woeeks.

Hankow evecuation plans-- As superior Communist forces continue wam
their southern push along the Pinghan railroad towar Harikow, the
Central Chine commander PAI Chung-hsi appears to be readying his Jorces
for a husty evacuation ¢f that important central Yangtze port area.
The americen Mission school in Muchange-ncross the river from Hankowes
has been asked by PAI's headquurters to vacete their buildings by
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16 April to allow use of The premises as the advance headquarters for
the Central China Command. Indications are that PAI's main headquarters
probably will be moved south to Changshe as the first phase in withe
drawal to his home province of Kwangsi. Almost ell of PAI's heavy
equipment has long since been moved south. The timing for the with=
drewal of his troops is dependant upon the rapidity of Red troop move-
ments toward Hankow, PAIL will probably offer only token resistance

in the Henkow sector, thereby conserving his troops for possible
jnclusion in a southern bloc or an authonomous Kwangsi regime.

Communists infiltration of Taiwan-- Incressed Comnunist activity wpt

in Teiwen ie epparent and Taiwanese dissatisfaction with Nationailst
Chinese rule continues to mount. The ‘hinese Communist radio recsnitly
announced the presence of a Taiwanese womarn Communist in North Chins,
a Hong Kong Communist group hes announced its program for Taiwan,

and the distribution of Communist propaganda on the island has beun
greatly increased. The Cormunists may also have been active in the
recent student demonstration in Taipei which led to the detention of
some twenty students and to the closing of the university. The arrivel
of ndditional meinland troops may provide the mesns for further Com-
munist infiltretion. Meanwhile, soaring prices, crowing economic
instability and Chinese corruption, especially as evidenced by recent
private transactions in US military equipment, are fanning the flames
of Taiwunese resentment ageinst Chiness rule end increasing the
posaitility of an uprising.

Soviet Policy in Manchuria-- Scanty reports coming out of Nan~ upe

churis indicate that although USSR covert influence there is powerful,
the Soviet is operating through the Chinese Communists, and is being
careful to avoid either jeopardizing the USSR's strong legal rights in
Manchuria or offending Chinese Communist nationalist sensibilities.

Thers are apparently no Soviet troocps in Manchuris outside the Xwantung
Peninsula, with the possible exception of detachmenits reported te be
engaced in training Chinese Communist forces in Hartin end Chiamassu.
There are a number of Soviet rallway guards and advisers employsd

in connection with the Chinsese Changohun Railway--established by the
August 1945 Sino-Soviet Agreement and consisting of the former Chinese
Eastern snd South Manchuria reilways. The USSR, however, is not
participating in the administration of the Railway, which, under the
Agreement, was to have been operated jointly by the USSR and the Re-
public of China. For the sake of observing its legal reilwey obligations
to the letter, the USSR will probably not join in the railway administration
until such time es the Chinese Communist regime is recognized as tbe
Government of China, following which the USSR will be in e strong legal
position to consolidate its gains in Manchurie, an aroa that the USSR
regards as strategically necessary in & future strugple with the Weat,
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and an essential link in a chain of buffer states along the Siberian
lend frontier.

_ The Chinese Communists have thus far not opposed Soviet expunsionist
designs on Manchuria. On the contrary, North Shensi radio hes brosi-

cast a major policy statement, amcunting to increased emphasis on A
satellite foreign policy. The broadcast reaffirmed Lhinese Conpmnist
loyalty to the USSR and endorsed, for the [irst time, lhe Sino-dcviet
Treaty of 1945, and charactorized Soviet occupution of Dairen and Port
Arthur as "severe blows to imperialist agrression in the Far East and
far-reaching gusrantees of the interests of the Chinese people apalnst
aggrossion.”

NEWS NOTES

Nationalist Infletione- Perhaps the last spiral ip the inflation
of the pold yusn began this week with the Shanghei market's unfavorabls
reaction to the dumping of 60,000 ounces of gold by the Cantral Denk
on April 4. The 100% spurt in prices touched off by the Central Bank’s
supposedly deflationury ection is apperently & siga that the gold
yuan will shortly be repudiated by the Chinese people and that the
Nanking Government will have lost 1ts last source of incoms, the printe=

ing press. The Govermment's April budgst called for nearly one trillion

gold yuan, to be obtsined largely by increased note isasue., If depriwed
of this income to support ite civil and mili.ary functions, the Loverne
ment's last figments of authority will be seriously threstened, na will
its position et the Peiping peace tabla.

Communist Trade-= While there is = definite trend towards revival
of trade with Communist-held North China, the quantity of this trads
handled at Tientsin during March was extremely small., From 19 Feruary
to 2% March, only sevem or eight smell foreign ships unloaded cargos
at Tientsin. The newly-opened Tientsia Customs Administration reported
that Hong Kong cargos, the majority, totaled US 312,000 in value.

This amount is only & fraction of pre-Communist Tientsin imports
which exceeded US #56C0.C00 monthly in early 1648,

Land Reform-- One of the few attempts at land reform in Nortih
Chine areas of recent Communist occupstion was announced reccntly for
the Tientsin vieinity. The pertinent provisions of the rceform
ure that: public land shall continue to be rented; *lendlords" will
receive farme “generally equal® to others, but in & number of cases
may retain thelr holdings; "wealthy middle clazs farmers” and poorer
pecpls who till their own land "shell have protection”; no land fermed
by machines shall be confiscated; snd land will be confiscatad by and
becone the property of the Tientsin People's Government alone. Jhis
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ceutious program st most provides for state expropriution and control
of small smounts of land, YThe government will not redistiribute land
but instead will rent to “unemployed end poor temant farmers.” ‘The
purpose of Tientsin land reform is not to erase the inequal%ties of
feudeliem or to fulfil the promises of SUN Ymt-sen, but to protect
and develop agricultural production, in view of the arvival of spring

cultivation,” according to the Communist announcement.
BURMA
Karen-Purman fighting renewed--The Karen "surrender”, as amnownced by W\

the Burmese Government, failed fo materielize after two days of negotia-
tions and military operations have be n resumed against the Karen forcus
st Insein, 10 miles north of Rangoom. This action wus taken ufter the
Karens ignored stringent Govermment peace terms, evidently designed to
give the impression that the Xarens were repentant and humble.

Temporary Karen participation in nepgotistions with the Govornment,
however, vas primarily motivated by the Commonwealth anmbassadors® endorse-
ment of Thakin Nu's peace-talk invitation. Since the Goverrment hed
taken the initiative in arraunging peace discussions, the Karens sxpocted
to win considerable concessions, parbicularly in the matLor of a seoarate
Karen state. The Govermront, largely at the insigbtance of Suprewns
Commander Ne Win, demended instead that the Xarens surrendor their srms
and personnel and that Karon army mubineers be treated as any other mubi-
nesrs, Such terms amounted to unconditional surrender and wers obe
viously unacceptable to the Karens who wero willing to continue the
struggle. Finally, when Karen counter-proposals--including s Burma-wide
bruce between Karen and Government forces--were pejected by the Governs
ment, the Karens apparently felt that further negotiations were uselsss,
although new efforts may be made to mediate the Karen~Burman conllioct
and it sppears that Thekin Nu may heve bean and possidly still is willing
to explors the possibilities of a peaveful settlemsnt further, no simple
or lasting solution is to be expected in the near future. Ths Farens in
all 1ikelihood will continue their strugple until they obtalnm an autono-
mous state and are permitbed to retain the arms with which to defend
themselves, or uatil they sufler severs millitary veverses.

LIDONESIA

Dutch vie for Republ’ean troop controle-i contest for control of g
the Republie's crack Siliwangi Division is currently tuking placs between
Duteh and Republiean officials in Test Java. In February, the Duteh Army
sugpested to the Dubtch-controlled Pasundan (lest Java)Government that

BY
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INDONESIA (continued)

they agk the Siliwangl Division's aid in restoring order in the area

by neutralizing the funatical Moslem and pro=Communist armed bands that
were terrorizing the populace and destroying important inatallations.
The Pasundan Government forwarded the Duteh suggestion. There presently
appears to be a dif:erence of opinion emong the 14 Siliwengi battellions
of the Division in the vieinity of Bandoeng. The Dutch have recently
claimed that five of the battalions have come over to their side. It
appears now, howsver, thaet only two ol the Siliwangi battalions have
actually turned themselves over to the Dutch, while the loyalty of the
other three still wavers. Republicen leaders who have been consulted
are opposed to the idea of cooperation with ths Dutch at the preseyb
time and reocommend that extremiat groups be eliminatsd after a settle~
ment with the Dutch is reached. Inasmuch as the Pesundan Government iz
pro-Republican in sentiment snd the son of its highest official is an
influentisl officer in the Sitiwengi Divisionm, it 18 believed that only
a small portion of Siliwangl troops will accept the Dutch offer. It

the Dutch Army carries out its threat to abback Siliwangi units at thin
point, the majority of Siliwangi battalions, still loyal to the Republic,
are capgble of carrying out prolonged and iptensified guerrillsa werfare.

@

PHLLI PPINES

Naclonalistas play both ends-~Conbrury to Party policy in ths Senale, ¥
Nacionaliste Party members in the louse of Representatives mey lemnd
thelyr strength to the Awslino faotion of the Libersl Party. Such an
action would imperil President Quirine's position and give the Haciongl-
istas the sams important bargaining positiom in the House which they now
nold in the Senate, where Quirino's control ig completely dependent upon
their temporary support. (See B/FE Veekly /46). In the douse, although
Quirinistas have greater strength than the pro~avelino Liberals, they
cannot defset a possible combination of Avelinistas and Nasionalistas.

On § April, three Nacionalistas and four pro-Aveline Libersls
filed a resolution in the Iouse to impeach President Quirino on charges
of extrawvagance, misappropriation of fimds, and abuse of power in
abetting graft and corruption. Quirino himasolf asked for imuedieste
action on ths resclution. Some political cbsorvers holieve that %this
move is part of a llacionalista plan to wreck the Libsral Party, the
first phase having been the venate's discrediting of .welino end the
second to be the lHouse!s undermining of the Quirino faction. 1% im &X-
pectsd that Quirine's impeachmont will be defsated but his prestipe will
decline as the charges of corruption ard dishonesty sre publicized
throughout the Philip ines. The Nacionalistas can he expected to taks
full advantape of Liberal Party dissension to improve their brightening
prospects for vietory in the fall slections.
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